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SUMMARY

Pricing has the power to rapidly increase or decrease margins. However, for many executives
today, pricing remains a paradox. It is often uncertain how to set the correct price proac-
tively following customers' willingness to pay (WTP). What is more is that the vast amount
of accessible data, an enormous range of analytical capabilities, and increased purchasing
powers when negotiating make the entire phenomenon more complex. In a recent Porsche
Consulting survey, nearly half of the participants (46 percent) do not have a clear and reli-
able pricing strategy to tackle the pricing challenges lastingly'. Pricing, however, can be a
substantial source of exceeding market growth, especially when using artificial intelligence
(Al). Organizations that get the most from pricing are excellent in the basics (e.g., price set-
ting, discounting, and monitoring) and build expertise in Al- and data-driven pricing solutions.
Therefore, itis of importance to highlight what it takes to enable Al-assisted pricing and what
pricing options exist.
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01

WHAT

Al-based pricing
IS all about




"What do you associate with artificial intelligence (Al) in pric-
ing?" — There are many different expectations and correla-
tions. Some consider Al to be overestimated in recent years
and not yet implemented into business-to-business (B2B)
pricing practice. Some B2B companies are already success-
fully using this application with a significant impact; it is safe
to say it is a game-changer. With the help of Al-based pricing
and subsequent machine learning algorithms, companies can
optimize the pricing structure by aligning supply and demand
in an age where market conditions and competitions are in-
tensifying. Moreover, it helps with respect to price variants—
when, for example, many products that are close to commod-
ities such as dairy products (e.g., container shipments of milk
powder) can be sourced globally. This requires suppliers to set
their prices in real time considering global competitor pric-
es and supplies together with their specific advantages and
disadvantages, like closeness to a specific customer or qual-
ity advantages. Another example is the procurement process
of many large corporates that requires supplies to make fast
price quotes in automated bidding processes. All this can best
be managed using an Al-based pricing system.

The application in B2B commerce is still relatively weak. Pric-
ing is often carried out using Excel sheets with a basic price,
various quantity scales, standard discount lists, and many
customer-specific prices. In a globalized world, prices are no
longer negotiated regularly or remain fixed until the next ne-
gotiation. A considerable part of the margin is left, thanks to
rigid price cycles. In general, B2B companies often struggle
to determine a price in line with the market for a product or
service, not knowing how customers will react to price fluctu-
ations and changes in the portfolio. External events and their
effect on customers' buying behavior and WTP are difficult to
predict. The main issue with accurately setting prices is the
complexity of the available internal and external volume of
data. Here, Al and machine learning have numerous benefits.
The foundation is a solid database. Aside from analyzing large
amounts of data in a brief period, Al recognizes patterns and
derives pricing insights and a customer's precise WTP hard
to achieve through manual simulations. That is how, despite
all the obstacles, companies can use Al to stay ahead of the
competition in pricing and achieve a decisive competitive ad-
vantage.

IS

Artificial intelligence (Al)

Programs with the ability to learn
and reason like humans

VS.

Machine learning

Algorithms with the ability to learn without
being explicitly programmed

The key advantage of Al systems lies in their ability to consis-
tently evaluate large amounts of pricing data in a short period
of time and draw inferences on how to best set situation-spe-
cific prices and to quickly adjust to changes in the market.
However, here also lies the key disadvantage of Al systems,
as they can only be as good as the data they are fed and how
their insights are implemented. Therefore, for an Al system to
function properly, it needs to be well integrated into the pric-
ing organization.

Porsche Consulting's Al-based pricing
definition: Al in pricing supports the
continuous adjustment of portfolio and

prices to demand, market, or competitive
changes using machine learning algo-
rithms.
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WHY

the time Is right
to react to current




We have identified these seven pitfalls:

//PRICING IN CHANGING MARKETS

» CHALLENGE 01
International trading makes profitable price management
more complex

» CHALLENGE 02 @
9)

Product life cycles have shortened and more frequent price —/4
adaptions are needed

» CHALLENGE 03
There is greater market transparency and easy access to any
type of price information

.....................................................

//PRICING IN CHANGING BUSINESS BUYING

» CHALLENGE 04
There is a higher demand for flexible pricing models,
shifting from selling products to selling as a service

» CHALLENGE 05
There is a higher usage of multiple channels, which requires
holistic pricemanagement across all channels

.....................................................

//PRICING IN CHANGING DATA CAPABILITIES AND NEEDS

» CHALLENGE 06
There is a greater need for profound pricing fitness due to
the vast amount of data

» CHALLENGE 07
There is a need for solid pricing organizations and suitable
procedures

Using Al to overcome these challenges, Porsche Consulting
presents its transformed framework to precisely predict fu-
ture prices and portfolio adjustments with confidence, de-
spite complex and extensive alterations. To do so, a common
ground for pricing in B2B is set.
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Setting the base in B2B pricing

Although B2B industries vary greatly, especially in pricing, these companies have a lot in com-
mon. Figure T summarizes the key common factors of B2B pricing.

SALES

Fewer customers
Specific configuration
and prices

Structured procurement
and price negotiation

Fig. 1. Key common factors of B2B pricing

Essentially, in B2B pricing, customer specifics matter more
than in business-to-customer (B2C). This is because organi-
zations tend to have far fewer B2B customers and these have
specific needs that need to be addressed when configuring
offers and setting prices. On the other hand, the value of a
product or service provided to a business customer, be it in
the form of savings or an increase in sales, is often easier to
assess than the WTP of consumers. What is more, relevant
pricing data is often unavailable. Customer insights (e.g., con-
joint studies), competitor price information, and valuable sales

CUSTOMERS

Variable pricing capabilities

Strong impact of individuals
on offer value

DATA

Unknown competitor prices
Difficult conduction of customer
information (e.g., surveys)
Lacking lost
deal recording

© Porsche Consulting

data are often unavailable in B2B companies. For example,
many companies do not systematically collect data on their
won or lost deals. A sales representative with a high average
selling price might be losing too many deals and is not a good
reference point for others. Lastly, the impact of the company's
sales team on pricing is often challenging to assess. Suppose
different sales managers achieve different prices for the same
products. In that case, this can result from differences in their
customer bases, pricing and negotiation capabilities, or the
value they offer to their customers.
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Addressing challenges in B2B pricing
// PRICING IN CHANGING MARKETS

» CHALLENGE 01
INTERNATIONAL TRADING MAKES PROFITABLE
PRICE MANAGEMENT MORE COMPLEX

Today's world economy is ever more open and integrated—
international trade has grown and continues to proliferate. In
terms of pricing, this means the differentiation of factors and
preconditions from country to country and effects on price
setting in an international context. These changes are caused,
among other things, by the purchasing power, tax burden,
currency exchange rates, or condition system of countries.
According to the Porsche Consulting Pricing Study, 19 per-
cent of all B2B companies see these market changes as one
of the biggest challenges for B2B companies in terms of pric-
ing.2 How can a company adapt its international pricing ap-
proach individually and how can Al help?

Common pricing mistakes in international context

Harmonization towards Harmonization towards

Establishment of

Among other aspects, it is essential to focus on parallel im-
ports. This means setting aligned price points for each country
so that unwanted flows of goods are no longer profitable. B2B
companies should define an overall price corridor to balance
differing price levels and avoid profit losses as well as paral-
lel imports (see Figure 2). International price harmonization
must be the aim at all times, taking into account the different
characteristics of the respective national markets. Currently,
such price corridors are often defined too narrowly and are
too undifferentiated amongst different product groups. Here,
Al can support setting more tailored price targets by critical
account or customer segment based on specific needs. For
example, by analyzing a critical account's global purchasing
patterns, Al can identify thresholds for the emergence of grey
market activity and suggest appropriate price corridors.

4

Establishment of Establishment of

HIGHEST PRICE LOWEST PRICE ONE PRICE SPREAD PRICES PRICE CORRIDOR
iz is is 1z
ké .....
/_ .....
g g Z g
Tim: Time Tin:e Time Tim;
= High loss of market share = Massive profit losses = No consideration of country - Too wide price ranges be- « Compromise between unit

« Loss of customer base « Dilution of brand image differences

« Loss of profit due to higher
costs or higher WTP in the
respective countries

tween countries pricing and individual country
« High risk for parallel imports prices: limits risk of parallel
that may result in legal issues imports and grey markets
(grey market) and profit losses « Consideration of country
differences as well as price

alignment pressure
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Fig. 2. Common pricing mistakes in an international context and the solution: a price corridor
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In this respect, a focus must be set on the (international)
pricing strategy. This means developing a structured pricing
approach to pave the way for achieving the long-term busi-
ness objectives. From that, an international pricing strategy
must be derived across all markets and sales companies to
ensure a consistent price positioning and minimize the risk
against re-importers and grey market dealers who conduct
a cross-border arbitrage business. International pricing must
proactively counteract this development. Local sales potential
is set against the long-term grey market risks and ensures the
ability to act locally. To keep the grey market risk acceptable,
two solutions for intragroup price setting are standard: cen-
tralization of pricing authorities and decentralization. When
centralizing, specific target prices are set for each product
(group) and monitored compliance with the target price. Usu-
ally, prices are reported by the national pricing/sales manager
to the headquarters, e.g., via Enterprise Resource Planning
(ERP), which directly shows deviation. When decentralizing
pricing authority, general guidelines are defined and estab-
lished. Here, Al can support the organization in establishing
consistent global pricing across the organization—not in price
levels, but in the method that determines the prices. This can

allow an organization to benefit from the best of two worlds:
the use of specific (decentralized) insights that are assessed
with a (centralized) standard machine-learning method. This
typically allows prices to be set that are 4 to 7 percent more
profitable than prices set manually via Excel.?

A grey market refers to all distribution
channels used outside those intended
by the manufacturer. On unplanned
distribution channels, such markets
are created by lower purchase prices.

The price difference is made possi-
ble, among other things, by the global
arbitrage opportunities offered by
different countries and the subsequent
re-import of the products.

NI

Changing the rules of B2B pricing | How artificial intelligence can substantially increase profit 10



» CHALLENGE 2
PRODUCT LIFE CYCLES HAVE SHORTENED AND
MORE FREQUENT PRICE ADAPTATIONS ARE
NEEDED

A product's life cycle portrays the length of time a product
is in the market, from the beginning of its introduction un-
til it is removed and phased out. This cycle is often divided
into three phases: launch, midlife, and late-life. Due to re-
cent developments, product life cycles have been becoming
ever shorter, especially for technology-based products. De-
pending on the relevant stage, companies must adjust their
pricing strategy to achieve their desired revenue and margin
(Figure 3). Yet, according to the Porsche Consulting Pricing
Survey, one-fifth of the B2B companies do not adapt their
prices to the stage of the life cycle at all (19 percent).* Un-
fortunately, great potential is unused.

When done right, the focus must be set on intensive mar-
ket analysis when introducing a product or service (launch
phase). A long-term pricing strategy before entering that
life cycle stage must be defined. In the introduction phase,
companies usually set the price to attract the most revenue.

Life cycle pricing

Within the midlife phase, a decision must be made wheth-
er to adjust and fine-tune the price or not. Often, the price
strategy transits to take market share away from main com-
petitors. Potential threats by internal and external triggers
must be identified, such as market trends or new pricing
models expected by the customers. When a product or ser-
vice is mature (late-life phase), the focus should be set on
adjusting price points to suit more customers in the market.
Here, Al can better deal with the different challenges in each
stage and suggest product and price changes accordingly.
Forexample, the preferences of early adopters can differ sig-
nificantly from those of late adopters. In the launch phase,
pricing Al helps predict how customers react to different of-
fers and prices and suggest the best growth trajectory. Then
at later stages, the Al determines the best pricing response
if competition intensifies, considering customer preferences
and observed competitor tactics.

00000 ccccccccccccccccoe

Sales
A

Launch

Scenario-based analysis and monitoring of customers,
competitors, and internal changes

seccccccccccccccccccc ]

01 | Life cycle pricing

Defines the basis to attract the
most revenue

Fig. 3. Overview of the different phases within life cycle pricing

02 | Midlife phase

Considers an effective
fine-tuning of prices and tries

Time

03 | Late-life phase

Decides whether to lower or
raise price to suit more custom-
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» CHALLENGE 03:
THERE IS A GREATER MARKET TRANSPARENCY
AND EASY ACCESS TO ANY TYPE OF PRICE
INFORMATION

Traditionally, B2B sellers have a list price and implement
pricing per individual customer segment for companies with
the most significant price sensitivities. So, while there might
be a public price listed, negotiated prices are different from
buyer to buyer and prioritize for frequent, high-volume pur-
chasers. Ultimately, this is how B2B sellers have historically
driven their profits. Nevertheless, platforms such as Amazon
Business offer a new kind of price transparency, which has
become a severe threat to traditional sellers. Customers to-
day are increasingly self-informed. Amazon Business offers a
single, competitive public price for all buyers. In a 2018 study
conducted by WBR Insights, researchers found that 87 per-
cent® of B2B buyers already buy regularly through online mar-
ketplaces (see Figure 4).

Marketplaces
(Amazon Business, Alibaba Business)

Request for proposal (RFP)

Digital channels (eCom)

eProcurement systems

Person-to-person

This is not a problem for core products where big companies
have negotiating pricing with their suppliers. However, it is
a problem for sellers of long-tail products whose buyers are
less price-sensitive; buyers have less market awareness of
these products due to price opacity, which creates incentives
for competitive, transparent pricing. So how can B2B sales
organizations provide the necessary and expected price in-
formation? At this crucial moment, accessible price points of
competitors such as list price, ship price, buy-box price, out
of stocks, geography, and product reviews and ratings are in-
creasingly becoming available. However, with more available
data comes the responsibility for more capable analysis. Here,
Al pricing tools help B2B sales organizations better structure
and interpret relevant data and provide deal-specific offer
recommendations in line with their overall strategic objective.

84%

73%

71%

70%

B2B buyers like to (and often do) buy through marketplaces

Fig. 4. Distribution of B2B buyer preferences and buying behavior®

© Porsche Consulting
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// PRICING IN CHANGING BUSINESS BUYING

» CHALLENGE 04:
THERE IS A HIGHER DEMAND FOR FLEXIBLE
PRICING MODELS, SHIFTING FROM SELLING
PRODUCTS TO SELLING AS A SERVICE

For several years now, the buzzword recurring revenue man-
agement, i.e., converting one-off payments into regular pay-
ments, has been circulating as an idea. However, while this
has often been a rough idea so far, many B2B industries are
starting to work with different price models. According to
the Porsche Consulting Pricing Study, already 26 percent of
the surveyed B2B companies are charging their customers
based on usage.®

These new as-a-service-models have been around for a
while: Rolls-Royce introduced its Power by the Hour pro-
gram, pricing their Viper aircraft engines based on flight
hours, back in 1962.” More recently, Hilti, a leading maker of
portable power tools, introduced a time-based, subscription
model. The company offers a tool fleet program that provides
contractors with access to a varied assortment of tools for a
fixed monthly fee. The model eliminates up-front investment
and covers repairs, loaner tools, and even theft.®

As a rule, the customer pays a monthly price that exceeds the
one-time payment after three to four years. The bottom line
is that these “new" pricing models must increase customer
benefit because they correspond to the way customers cal-
culate for themselves and better distribute risk. While several
alternatives exist, B2B company executives are too often not
informed of all the options or are reluctant for change regard-

A price model refers to the manner
(metrics, frequency, amount) in which

the customer is charged for the prod-
uct or service.

less of how it is working. So how can B2B pricing leaders do
better? Based on historical data, current pricing models can
be evaluated and trends predicted for the future. Al can de-
tect the optimal pricing model by examining customers' WTP
fora product or service and their instant reactions in terms of
profit, revenue, and market share to different pricing models.

Assessing different pricing models is difficult and is currently
most often done using an Excel model specifically built for
each business case. Such models work with simplifying as-
sumptions (e.g., constant price elasticities) and can only
provide a rough ballpark comparison of different business
models. Using Al technology, different business models can
be assessed with realistic customer reactions. This allows for
a higher precision in the prediction of customer reactions and
the selection of the most profitable business model—with
high reliability.
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» CHALLENGE 05:
THERE IS A HIGHER USAGE OF MULTIPLE
CHANNELS WHICH REQUIRES HOLISTIC PRICE
MANAGEMENT ACROSS ALL SALES CHANNELS

Across all industries in B2B, the customer journey is becom-
ing increasingly digital” and the online business is recording
strong growth. Conventional methods cannot keep up with
the speed and multitude of factors impacting the market. In
B2C, Amazon, for instance, changes prices around 2.5 million
times a day.’® What began in the B2C segment has recent-
ly started to have an enormous impact on many B2B prices.
The enormous price dynamics and the increased price trans-
parency quickly brings the entire sales and pricing system
to its limits for many B2B companies. It inevitably becomes
more crucial to know what customers would be willing to pay
through which channel. Yet, according to the Porsche Con-
sulting study, 66 percent of B2B companies do not use sys-
tematic methods to determine their customers' willingness to
pay across different channels."

The consequences: cannibalization of different sales chan-
nels, a slipping of the price level, the delisting of one's own
products from long-term retail partners, and damage to the
manufacturer's brand. Here, naive Al-based price elasticity
measurement built on regression models per sales channel
often lacks the necessary precision for good price decisions.
This is particularly the case in a compound situation involving
many products and competitor offers, as cross-price elastici-
ties are challenging to measure.

However, how can businesses integrate their multichannel
strategy effectively into their pricing strategy? The decisive
factor is that the entire product portfolio with all its price
differentiation along every individual sales channel and their
conditions must be coordinated at one central hub. This hub
must be efficiently managed using Al, with prices constantly
differentiated according to the sales channel.

If such a price differentiation is implemented and segment- or
even customer-specific prices are set, the profit can be max-
imized, as the highest possible revenue is skimmed off. As a
prerequisite for adjusting the price and conditions system,
historically grown discounts, bonuses, or special prices must
be ended at the customer level.

Price differentiation refers to charging
different prices for (nearly) the same

product or service depending
on certain differentiation criteria
(e.g., sales channel).
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To increase revenue through pricing (Figure 5), it can be gen-
erally concluded that sales channels should differentiate pric-
es. Segmentation is nothing new in sales, but Al can correlate
customer information in a well-structured database. Here, Al
can be applied to differentiate prices based on sales channels
(e.g., onling, offline, third party), customer properties (e.g., in-
dustry, size, negotiation behavior), or deal situation (e.g., ex-
pected competitors, urgency).

To implement price differentiation correctly, B2B companies
need to estimate the individual WTP of their customers. Al
helps to differentiate prices along with specific criteria such
as demographics, respectively in B2B firmographics, pur-
chase location or time, quantity purchased, or used sales
channels. Particularly in the introduction and test phase of
new sales channels, Al in pricing can help define the number
of products and observe the reactions of customers’ WTP;
only then should the next expansion stage be ignited.

The WTP of different virtual customers can be derived from
historical data. It is not only necessary to analyze price elas-
ticity for individual products in isolation; rather, the relation-
ship of the products in a product line or the entire product
portfolio must be understood, and cross-price elasticity eval-
uated. Here, Al-based technologies are necessary to measure
the effects of portfolio changes on revenues, profit, and mar-
ket share. Not only the effect can be measured, but also spe-
cific business recommendations and implications are derived
based on the pre-defined objectives.

The better sales leaders know their customers' needs and use
automated pricing, the easier it is to offer personalized prod-
ucts and services that attract, inspire, and retain B2B cus-
tomers.

WITH price differentiation
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§ prices
Single price
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Segment-specific pricing maximizes
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Fig. 5. Exemplary distribution of willingness to pay (wtp) per segment

Virtual customers are models of real
customers that make purchasing de-
cisions just like their real-life counter-
parts. Their preferences are estimated

based on a range of different data
including sales, transaction, or survey
data.

Changing the rules of B2B pricing | How artificial intelligence can substantially increase profit 15

NN



// PRICING IN CHANGING DATA CAPABILITIES

AND NEEDS

» CHALLENGE 06:
THERE IS A GREATER NEED FOR PROFOUND
PRICING FITNESS DUE TO THE VAST AMOUNT OF
DATA

33

mention that weak digital
tools and systems drove
the failure of their pricing
Initiative

Fig. 6. Overview of Porsche Consulting Pricing Survey (2020) results®

Digital tools and platforms are disrupting B2B sales and forc-
ing players to rethink their pricing strategies fundamentally.
And there is a need for action. According to Porsche Consult-
ing's recent B2B Pricing Study, 33 percent mentioned that
weak digital tools and systems drove their failure of pricing
initiative (see Figure 6). On another note, 56 percent do not
consistently make decisions based on valid and innovative
pricing data tools.” Although interest in Al-based pricing
continues to grow, leaders tend to have a vague understand-
ing of what it is and what its actual benefits are.

So how can such B2B leaders take advantage of the tre-
mendous amount of data and be future pricing-ready? As
this paper states, Al-based pricing allows B2B companies
to understand better and predict when to push prices higher
or lower or extend or shrink the portfolio to maximize profit,

56.

do not consistently make
decisions based on valid
and innovative pricing data
tools

© Porsche Consulting

revenue, or market share. Al helps to improve and speed up
decision-making while providing more granular insights by
analyzing a large amount of data and offering rich, fact-based,
and consistent guidance on product- and customer-specific
pricing. All this helps to take maximum advantage of the vast
amount of data and efficiently and reliably take Al-based
pricing recommendations into profound decision-making. Al-
based pricing tools offer pricing suggestions rather than for-
mal directions and provide the rationale behind them. Organi-
zations then can stay on top of what are often very complex
product portfolios. This helps teams prepare for negotiations
while giving salespeople control over the ultimate negotiat-
ed price. Incentive structures need to be readjusted so that
salespeople are rewarded for following the recommendations.
This means compensating representatives based on the re-
sults of recommendations generated by the pricing tool.
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» CHALLENGE 07:
THERE ISANEED FOR A SOLID PRICING
ORGANIZATION AND SUITABLE PROCEDURES

Best supported by Al

. Centralized pricing

Hybrid pricing

Decentralized pricing

: One centralized pricing unit coor-
: dinates pricing decisions across all

Description

A central pricing unit supports
regional pricing units

Each region or product division has
its own pricing unit

Organizational :
chart :

© units §
-] mE

CEO CEO

Sales Marketing Product

Country B Country C Division A Division B Division C Division D

Fig. 7. Overview of different organizational pricing setups

According to the Porsche Consulting Pricing Study, only 48
percent of the surveyed companies have established their
pricing organization as a central business unit. In contrast, the
others organize a decentralized business unit in each region/
division (26 percent), or a hybrid pricing organization (21
percent).”® That is why a central decision-making authority
for pricing along all products or services is often missing. So
how can a durable pricing organization be established and
interdepartmental conflicts minimized? Through the estab-
lishment of a suitable pricing organization taking into account
the corporate and environmental conditions (structure of the
sales organization, level of heterogeneity and complexity of
the products, part of a corporate group, international pricing
structure, level of competition), the right skills can be dedi-
cated towards a sophisticated pricing approach. Regardless
of the geographical setup, the organization needs to include
the following core elements: a local, regional, global pricing
office that maintains the pricing machines, constantly moni-

Pricing Pricing Pricing Pricing
division A division B division C division D

© Porsche Consulting

tors price and sales performance, tracks nonconformity from
pricing models, develops suggestions, and advises manage-
ment on price evolution (see Figure 7). Such an office needs
to combine traditional roles (industrial) with new roles (data
scientists), who bring relevant analytic skills.

Standardized pricing processes are needed that start with
market intelligence and other pricing inputs and end with
granular, Al-based price recommendations, actions, and
execution monitoring. A transparent pricing calendar with
milestones helps ensure flawless execution and that pricing
happens proactively based on the forecast. Pricing perfor-
mance can be managed using Al tools by defining targets
on pricing, margins, and profitable growth, not only on vol-
ume acquisition and developing a simple but effective dash-
board. Market dynamics can be continuously monitored and
adjusted to exploit optimal prices, observe new entrants and
offerings.
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Pricing Approach Improvement Framework

Delivering on these challenges will prove to be a tricky balancing act for pricing organizations.
Not every B2B company will become the next prominent pricing pioneer. However, every
company must identify its sweet spot and craft a future-proof pricing strategy, making maxi-
mum use of current technological possibilities and translating this into a new target operating
model.

01 02 03
STRATEGY SET SUSTAIN
Pricing strategy Price factor analysis Price monitoring
...................... PncepOSltlomng Pncedlﬁerentlatlon Llfecydepncemanagement
.................. PncemethOddeSIgn Pncecondltlons Pncmgprocesses
.................... pncemodemes,gn Pncmgtactlcs Pncmgorgamzatlon
lntematlonalpncmg .................................... Portfmlomanagement .................. Pncmgtechno|ogyand datamanagement

Develop a structured pricing approach Understand your customers and Build a competent pricing team to first

to pave the way for achieving your long- monetize the value of your products to optimize all pricing processes and then
term business objectives fully exploit the profit potential use suitable pricing tools

© Porsche Consulting

Fig. 8. Overview of Porsche Consulting's pricing framework

A dedicated Al-based pricing excellence program can have a  observed that are required for all pricing organizations. This
significantimpact on some of the aspects stated above. While  framework presents three main blocks that provide an indivi-
the challenges vary across sectors, several activities can be  dual path towards pricing excellence (see Figure 8).
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STRATEGY

Build a winning pricing strategy. Derive a pricing strategy
from the overall corporate strategy or sales and marketing
strategy. It's about building a consistent storyline around the
price, the value you deliver, and the premium you deserve for
your products and services. The Porsche Consulting Pricing
Study clearly indicates need for action: nearly half of the sur-
veyed B2B companies do not have a clearly defined pricing
strategy (46 percent). Think of an investment in pricing as
an investment in the future. Set clear pricing objectives. Real
pricing pioneers are true to their top line. Consider overall
pricing architecture along with all sales levels and markets.

SET

Analyze the market. Specifically, look at cost-, company-, cus-
tomer- and, competition-related information before setting
prices. Gaining an in-depth understanding of the importance
of pricing is what makes you best equipped to guide your
sales teams toward healthy price levels, prepare thoroughly
for price increases, and ultimately lead your company to high-
er revenues and profits. More than half of the companies (51
percent) surveyed in the Porsche Consulting Pricing Study
do not know the willingness to pay of their customers to its
fullest extent. That is why our profound Al-based pricing ap-
proach (which will be explained in the next chapter) provides

SUSTAIN

Monitor prices regularly. Create an empowering environ-
ment to enable a long-term and successful implementation
of the planned pricing approach. Structure and optimize
your existing pricing processes to create perfect conditions
for Al-based technologies. According to our Porsche Con-
sulting Pricing Study, there are still B2B companies that do
not use any defined KPIs to steer their pricing processes (16
percent). Focus on data management. One thing is certain:
Al-based technologies will not reveal their full potential if the
pricing basics are not fulfilled. If the price targets are not de-
fined, or the data are of low quality, Al cannot compensate for
this deficiency. The best pricing strategy and determination

Have a precise market positioning. Again, this positioning
should reflect your corporate strategy. Design your pricing
method accordingly. Find ways to directly monetize your
products and services (price model design) and do not for-
get to constantly communicate this value. If you act in an in-
ternational context, adjust pricing individually and especially
keep the international pricing strategy, parallel imports, and
exchange rates in mind. To conclude, it is crucial to develop
a structured pricing approach to pave the way for achieving
your long-term business objectives.

an unique Al to set optimal prices within an optimal portfolio.
To differ prices amongst segments (such as products, sales
channels, customer geo data, etc.) offer maximum capture
value. Evaluate your current conditioning system and, if ap-
plicable, adjust. Think about methods to tactically enforce
your prices on the market; give your customers reasons why
they should pay the desired amount of money. Analyze grant-
ed discounts and rebates following the performance. Assess
your current portfolio pricing and take measures with regard
to the product mix. Understand your customers and monetize
the value of your products to fully exploit the profit potential.

are useless if the necessary conditions for successful imple-
mentation are not in place. Develop a long-term and straight-
forward approach for life cycle and model hierarchy pricing.
The appropriate conditions must be created to be able to use
Al in a target-oriented manner. This also includes a skillful,
competent, and dedicated pricing team. Define the organi-
zational integration of a competent pricing team in line with
your general organizational structure (divisional, functional,
matrix). Show a high commitment and recognize the strategic
importance of pricing, and inspire others. In summary, build a
competent pricing team to first optimize all pricing processes
and then use suitable pricing tools.
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Deep dive: price factor analysis
Providing an Al-based approach that enables

Pricing is straightforward—if the costs, competitor, and customer's WTP are known. Most
companies know their costs, and in some B2B industries, competitor prices are accessible.

Traditional pricing approach > Al-based pricing approach

o
[Excel

. *
Limited scenarios Unlimited scenarios

. *
Manual work Automated software

. *
Time-consuming Fast

. *
Excel-based Simulation technology-based

© Porsche Consulting

Fig. 9. Transformation of Porsche Consulting's pricing approach

Measuring customers' preferences and WTPs with the necessary
precision is complicated. Porsche Consulting conducted a survey with
57 B2B companies, which revealed that 66

To better help clients advance their pricing capabilities, the percent of companies don't even consistently
pricing approach is transformed from traditional to Al-based

(see Figure 9).

use systematic methods to determine their
customers' willingness to pay—not to men-
tion artificial intelligence.

N\
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Fig. 10. Overview of different pricing scenarios and respective customer, portfolio, and price optimizations

At its core, the Porsche Consulting approach identifies the
optimal portfolio to the optimal price point. It not only iden-
tifies how each factor drives revenue, profit, or market share
individually but how they interact. Inferences about the dis-
tribution of preferences among customers are measured (see
Figure 10). This information is then used to create virtual cus-
tomers that behave like their real-life counterparts in a spe-
cific purchase situation.

The virtual customer technology is an Al-native pricing and
product development tool. Using different data sources in-
cluding sales, transaction, and survey data, the system de-
termines real customers' preferences and willingness to pay
for different products and product features. Using these in-
sights, the platform then creates virtual customers that make

purchasing decisions just like real customers. The Al system
can then test large numbers of different offers and price com-
binations by looking at what the virtual customers buy. This
provides precise predictions of how actual customers will
react and allows the user to select the offer and prices that
maximize profit, revenue, or whatever the user is aiming for.

By observing what these virtual customers would purchase
when shown products at different price points, price man-
agers gain a much more precise understanding of what
quantities real customers would buy at different price com-
binations. Depending on the initial target, profit, revenue, or
market share for the entire organization can be optimized. An
improvement of three to five percentage points in return on
sales (ROS) can be achieved."”
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//CASE STUDY

To illustrate the virtual customer technology, consider the
following example. An industrial machinery manufacturer
offers two different drilling machine variants, A1 and B2, to
a customer from the automotive supplier industry. The vir-
tual customer model is trained using the past offer data of
the manufacturer across industries and customers. This in-
cludes information on the machine specifications and sup-
porting services offered, the prices asked, the sales situa-
tion including details on competition, and the procurement
process. The model quantifies customers' WTP for specific
product features or supporting services. It also determines
how preferences differ across industries, customer sizes, and
other relevant dimensions by assessing previously won and
lost deals. For example, if customers from one industry value
a higher service level more than customers from another in-
dustry, they will—if all else remains constant—be more likely
to buy the product with the higher service level. The machine
learning algorithm can extract such insights given the com-
plexities of real-life offers, and in cases where data for specific
market segments are scarce, insights from other sources
such as surveys or expert insights can be added.
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Fig. 11. Purchasing probabilities for products A and B dependent on prices
offered’®

The trained virtual customer model then assigns purchasing
probabilities to individual products in a portfolio from which
a customer can choose. These purchasing probabilities de-
pend on the specific customer, the sales situation (e.g., com-
petitor offers if known), and the prices at which products are
offered. Figure 11 shows the purchasing probabilities for the
example products A and B. The purchasing probabilities are
interdependent. If the price of product A is changed, it also
affects the purchasing probability of product B.

Figure 12 shows the expected profit for products A and B
derived from the purchasing probabilities from Figure 11. It
is worth noting that if the portfolio of the two products is in
the overall profit optimum, then both individual products are
typically above their individual profit optimum.
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Fig. 12. Expected profits for products A and B dependent on prices offered '°

With these purchasing probabilities, users have full transpar-
ency on the profit and revenue implications of their pricing
and they can choose the prices that best match their pricing
strategy (e.g., profit maximization). The tool also allows users
to optimize for certain goals at the click of a button. This al-
lows less pricing-savvy employees to gain actionable insights
using Al.
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Conclusion

The challenges for B2B pricing will continue to grow—as will
expectations to overcome them. There are no simple solu-
tions. Nevertheless, organizations that do not adjust their
B2B pricing organization to the new requirements and use
the Al possibilities outlined in this paper will fall behind their
competitors and may never achieve pricing excellence.

Today's market environment and the rapid digitalization are
the biggest challenges for B2B companies in terms of pric-
ing. Markets are transforming and new global price pressure
and competition put tremendous pressure on traditional B2B
pricing organizations. And action needs to be taken now: The
Porsche Consulting Pricing Study shows that the pricing
maturity of B2B companies is rather weak. There are even a
few companies that do not use any defined metrics to steer
their pricing processes. And more than half of the surveyed
companies do not use dedicated pricing software throughout
their entire pricing process.?°

Yet, the boundaries between B2C (business to customer)
and B2B (business to business) are already blurred and are
likely to disappear in the years to come. This will inevitably
influence pricing organizations. Potential revenue is not gen-
erated due to the rather traditional pricing approaches in the
B2B industry. The vast potential for technological advance-
ments in pricing through artificial intelligence (Al) is unused.
That is why B2B pricing must now alter beyond traditional
limits to safe long-term profit, revenue, and market share.

Porsche Consulting proposes three building blocks to master
these challenges, benefit from the opportunities, and achieve
pricing excellence. The framework is a practical blueprint
to guide sales organizations to pricing excellence in today's
world.
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IN BRIEF

01 The boundaries between B2C and B2B are already hazy and are
likely to disappear in the years to come; this will inevitably influ-
ence pricing organizations.

02 Markets are transforming and new global price pressure and
competition put tremendous pressure on traditional B2B pricing
organizations.

03 There is a vast potential for technological advancements in
pricing through artificial intelligence (Al).

04 B2B pricing must now alter beyond traditional limits to safe long-
term profit, revenue, and market share

0 5 Porsche Consulting proposes three building blocks to master
these challenges, benefit from the opportunities, and achieve
pricing excellence.
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Porsche Consulting

Porsche Consulting GmbH is a leading German strategy and operations consultancy and employs 685 people worldwide. The
company is a subsidiary of the sports car manufacturer Dr. Ing. h.c. F. Porsche AG, Stuttgart. Porsche Consulting has offices
in Stuttgart, Hamburg, Munich, Berlin, Frankfurt am Main, Milan, Paris, Sdo Paulo, Shanghai, Beijing, Atlanta, and Palo Alto.
Following the principle of “Strategic vision. Smart implementation,” its consultants advise industry leaders on strategy, innova-
tion, performance improvement, and sustainability. Porsche Consulting's network of 12 offices worldwide serves clients in the
mobility, industrial goods, life sciences, consumer goods, and financial services sector.

Strategic Vision. Smart Implementation.

As a leading consultancy for putting strategies into practice, we have a clear mission: we generate competitive advantage on
the basis of measurable results. We think strategically and act pragmatically. We always focus on people—out of principle. This
is because success comes from working together with our clients and their employees. We can only reach our aim if we trigger
enthusiasm for necessary changes in everyone involved.
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Sources

(9)

Porsche Consulting Pricing Survey (11/2020): 57 B2B companies operating in 8 selected industries
Porsche Consulting Pricing Survey (11/2020): 57 B2B companies operating in 8 selected industries
Buynomics (2021): Key performance indicators

Porsche Consulting Pricing Survey (11/2020): 57 B2B companies operating in 8 selected industries

Mirakl: The next generation of B2B Purchasing. Across the ages: B2B sellers aren't meeting modern buyer needs.
https://info.mirakl.com/the-next-generation-of-b2b-buying

Porsche Consulting Pricing Survey (11/2020): 57 B2B companies operating in 8 selected industries
https://www.rolls-royce.com/media/press-releases-archive/yr-2012/121030-the-hour.aspx

https://www.strategyzer.com/blog/lessons-from-hilti-on-what-it-takes-to-shift-from-a-product-to-a-service-
business-model

See Porsche Consulting's paper on “The Future of B2B Sales”

(10) https://www.businessinsider.de/international/amazon-price-changes-2018-8/?r=US&IR=T

(11) Porsche Consulting Pricing Survey (11/2020): 57 B2B companies operating in 8 selected industries
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(13) Porsche Consulting Pricing Survey (11/2020): 57 B2B companies operating in 8 selected industries

(14) Porsche Consulting Pricing Survey (11/2020): 57 B2B companies operating in 8 selected industries
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(17) buynomics Pricing Tool
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(19) buynomics Pricing Tool

(20) Porsche Consulting Pricing Survey (11/2020): 57 B2B companies operating in 8 selected industries
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